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To Betty and Jerry Murphy, with love and gratitude


Authors’ Note

We interviewed key sources connected with banking while writing this book. Many are not identified. People spoke freely, and shared more valuable insights, if allowed to remain anonymous. In addition, a number of those interviewed still work in the financial sector. For those reasons, many of the quoted observations in this book are not attributed. We weighed it up and decided it was a necessary evil to present the most accurate possible flavour of events and motivations during the banking crisis.

We would also like to recognise that many people of integrity work in the Irish financial institutions and have done nothing wrong, but have been tarnished with the misdeeds of their superiors.


Timeline







	
	



	March 2007

	House prices start to decline nationally.




	August 2007

	Shares begin falling as credit crunch bites.




	14 September 2007

	Run on Northern Rock.




	15 July 2008

	Seán Quinn sells 10 per cent of Anglo stake.




	7 September 2008

	Fannie Mae and Freddie Mac nationalised.




	15 September 2008

	Lehman Brothers collapses.




	29 September 2008

	Irish bank shares drop sharply.




	30 September 2008

	Government guarantee for banks.




	24 October 2008

	Iceland gets International Monetary Fund (IMF) bailout as its banks collapse.




	3 December 2008

	Anglo presents fictitious results.




	18 December 2008

	Seán FitzPatrick resigns from Anglo.




	19 December 2008

	David Drumm resigns from Anglo.




	21 December 2008

	Government to recapitalise banks with €7.5 billion.




	16 January 2009

	Anglo nationalised.




	13 February 2009

	Three executives resign from Irish Life & Permanent.




	24 February 2009

	Fraud Squad raids Anglo.




	25 February 2009

	Brian Goggin gone, Bank of Ireland names new chief executive.




	7 April 2009

	Emergency budget announces new National Asset Management Agency (NAMA)to buy bank debts.






PART I

The Stakes


Prologue

The One-Night Stand


‘Politics is the art of looking for trouble, finding it everywhere, diagnosing it incorrectly and applying the wrong remedies.’

Groucho Marx



29 September 2008

The Irish Stock Exchange, 8.00 a.m.–5.00 p.m.

Fear gripped the markets. This was a day like no other.

On trading floors across Dublin’s stockbroking houses, it was a bloodbath as hoards of wealth accumulated over decades suddenly melted away. Stockbrokers’ screens turned red and stayed that way: share prices were in free fall. Traders screamed prices at each other, frantically trying to deal with an avalanche of sellers and a scarcity of buyers. This was not simply a case of investors offloading shares on a bad day – something fundamental had gone wrong. The volume of transactions was exceptional, everything was spiralling out of control. The speed of the slump, as well as its ferocity, was unprecedented. Terms such as ‘carnage’ were bandied about – for once, they were no exaggeration. Fright spawned panic.

The blue-chip banks, regarded as the nexus of Ireland’s boisterous economy, were collapsing like matchsticks. Irish Life & Permanent lost a third of its value, AIB was down 15 per cent, and Bank of Ireland had 17 per cent lopped off its price. Hardest hit was Anglo Irish Bank. Its share price suffered a loss of almost half its value in one day, plummeting by 46 per cent. Depositors were removing their money in droves, alarmed that the bank was teetering towards collapse. It became a self-fulfilling policy – as news of jumbo withdrawals from Anglo circulated among traders, the rate of sell-off accelerated.

Billions of euro had been withdrawn from the Irish banks since 15 September – the day US investment bank Lehman Brothers folded. Minister for Finance Brian Lenihan knew he had to halt the decline. If one of the major banks went bust, no international financial institution would risk advancing money to an Irish lender again. And the Irish economy would career off a cliff face. The minister acted quickly and decisively. The volatility of the situation meant no one could predict where it would all end. But a start would be made.

Government Buildings, 9.30 p.m.–midnight

A subdued group of supplicants gathered at Government Buildings. It was a delegation of four of the country’s most senior bankers, and humble pie was a dish these executives were unaccustomed to sampling. Tonight they were in apprehensive mood, however. They knew exactly how vulnerable their institutions were – and the repercussions of collapse. The party consisted of Brian Goggin and Richard Burrows, chief executive and chairman respectively of Bank of Ireland, and Eugene Sheehy and Dermot Gleeson, chief executive and chairman of AIB. They had requested an urgent meeting to outline the severity of the crisis which was immobilising the entire banking system. In the preceding weeks, Irish banks had been struggling to convince investors they were solvent. But the wipeout on that day’s stock market had sent them sprinting for shelter under the government’s umbrella.

Rumours were circulating that Anglo Irish Bank would not be able to open for business the following day. Even as the four bankers had the chastening experience of being left to kick their heels for two hours – in the Sycamore Room, once a favourite spot of Charlie Haughey’s – Anglo employees were on the town. They were giving the bank a send-off in the style of a wake, presuming it would have gone under by the time they sat down to breakfast the next morning.

Traditionally, when banks lend money, they take it from deposits. But the avarice that characterised the Celtic Tiger epoch meant that insufficient money was left on deposit to meet their ambitious plans to boost profits. It had all been doled out already, in an unhinged lending bender. Just about every senior banker in the State was infected by a virus that turned them greedy and irresponsible overnight. Regulation, which should have curbed their excesses, was so light as to be virtually invisible. So they borrowed from other banks. Generally those borrowings were short term, perhaps three months, although their purposes were long term – a thirty-year mortgage, for example.

The property crash was an instant sanity check. As the credit crunch gained momentum around the world, banks became reluctant to lend to one another. On the receiving end of this freeze were the Irish banks, regarded as exceptionally vulnerable because of their hefty exposure to property. All at once, international banks stopped lending to Irish banks. These institutions now found themselves obliged to repay loans – but without the means to do so. This prompted the share-price collapse.

Watching bank shares keel over, investors were seized by foreboding that banks themselves could topple. Corporate customers with considerable sums on deposit, hundreds of millions of euro, began to take their cash out of Irish banks and move it to more secure institutions. The entire financial system was teetering at the mouth of an abyss.

At 6 p.m., after the markets closed that Monday, Brian Lenihan hurried across to the Taoiseach’s office from the nearby Department of Finance. Soon he was huddled in a kitchen cabinet meeting with Taoiseach Brian Cowen, Attorney General Paul Gallagher, Financial Regulator Patrick Neary and Governor of the Central Bank John Hurley.

A number of ministers, including Minister for Foreign Affairs Micheál Martin, Tánaiste Mary Coughlan and Minister for Transport Noel Dempsey, were put on notice that a Cabinet decision would have to be reached by telephone later that night. Such arrangements are known as incorporeal meetings when the Cabinet cannot be convened in time.

By then, the European Commission had learned ‘something serious was up in Dublin’ but not the particulars. Cowen fretted the press would hear about the plan early and, by leaking details, derail it.

The four bankers were finally brought into the Taoiseach’s oak-lined office, dominated by a portrait of Éamon de Valera. Cowen and Lenihan listened intently to what the bankers had to report. They asked a few questions, but in the main they simply absorbed the stark communiqué. Bank of Ireland and AIB, once regarded as impregnable, only had enough money to continue operating for a matter of weeks.

‘[They] made it clear to us that liquidity was drying up in the Irish banking system and the maturity dates for the various loans they need to fund their business were shortening all the time, and reaching dangerous levels of exposure,’ Lenihan would later explain to the Seanad – in other words they were running out of cash.

AIB’s Eugene Sheehy said of that meeting, ‘Our interest in stability and the government’s would have been very much aligned. That meant staying open for business.’ He described his bank’s liquidity on the night of the guarantee as €10 billion surplus to regulatory requirements. This is typical banker-speak. On the surface, it sounds fine. But scratch beneath it and a different story emerges. Investors were less worried about the night of the guarantee – and more concerned about the bank’s future losses. (And they were right to be anxious: the 2008 results were dreadful.)

The steps to be taken were not discussed in front of the bankers. The four left the meeting, and in their absence the nuclear button was pushed. A daring plan was hatched to fully underwrite Ireland’s entire banking network. Other non-Irish banks operating in the State would be considered on a case-by-case basis. Covered by this insurance policy were four banks: Bank of Ireland, AIB, Anglo Irish Bank, Irish Life & Permanent – owner of Permanent TSB – and two building societies: EBS and Irish Nationwide.

Guaranteeing the banks was an extraordinary step. It meant if any bank discovered it had unmanageable bad loans, the taxpayer would be liable. This was a highly probable scenario, since excessive lending was the order of the day – greased by the bankers’ bonus culture which hinged on ever-increasing profits.

By now, the occupants of Government Buildings were without food or bottled water. Snacks and sandwiches brought in earlier had long since disappeared. Officials watched RTÉ’s Questions and Answers and settled in for the long haul.

The bankers were escorted back into the meeting, the proposal was put to them and they were given time to consult with colleagues. Sheehy and Gleeson returned to the Sycamore Room while Goggin and Burrows made telephone calls in the corridor before being offered the dining room for privacy.

Meanwhile, the kitchen cabinet made contact with other bank chief executives to tell them Christmas had arrived early. The mobile phone of EBS chairman Mark Moran rang but he was asleep and missed the call. In the morning, he picked up regulator Patrick Neary’s message informing him the government was introducing a guarantee and that his building society would be included.


30 September 2008

Government Buildings, midnight–5.00 a.m.

The two Brians – Lenihan and Cowen – and their team turned the Taoiseach’s office into a war room. They rolled up their sleeves and set to work ironing out details of the rescue package, attempting to plug loopholes and to second-guess drawbacks. For some time, they had been aware that radical action was needed but they had kept their fingers crossed it could be delayed until the weekend when markets were closed. Governments worldwide were reviewing how to safeguard their indigenous banking systems and how to protect deposits from public panic. It was hoped that US politicians would pass a $700 billion bailout bill under discussion in Congress in a move to restore fiscal stability. But a note sent in during one of the meetings on 29 September dashed expectations: the Washington vote had gone against the proposal (although compromises were made and it was passed the following week).

The team laboured until 3.30 a.m., drafting revisions. At one stage, the phrase ‘serious disturbance in the economy’ was removed, but it was returned because it offered some armour against a European Union (EU) challenge on state aid rules. Under EU law, member states have the freedom to intervene to prevent a systemic collapse in the national banks. However, mergers valued at €5 billion or more must be approved by Brussels.

The option chosen to avert Armageddon – a guarantee on ‘the deposits, loans and obligations’ of the six Irish banks – had been circulating within the Department of Finance, the Central Bank and Government Buildings for more than a fortnight. Economists had also mentioned it.

In the weeks leading up to the guarantee, the government had considered nationalisation of one of the banks – either running it as a going concern with new capital, or simply running it down. Department of Finance officials preferred the option of new investors for a disaster-stricken bank rather than a State takeover.

Cowen and Lenihan were operating in the dark to some extent: they realised there was a credibility gap in what bankers were admitting to regarding the extent of their bad debts. But how wide was that fissure? Nevertheless, they were between a rock and a hard place because the banks could not be allowed to fail. It was agreed the State had to guarantee the Irish banks and building societies without a clear idea of the cost to the taxpayer. Like the indulgent father of a winsome teenage daughter, the government was prepared to pay a bill regardless of the total.

Collective Cabinet responsibility meant that ministers had to be rounded up for an emergency meeting. While a number of senior ministers had already been put on notice, the Cabinet secretariat now contacted the remainder, advising them to be ready for the incorporeal meeting between 1 a.m. and 2 a.m. Even then, most ministers were not told exactly of the decision’s scope. Minister for Defence Willie O’Dea was woken shortly after 1 a.m. by his ringing mobile, but it had gone to voicemail by the time he fumbled for it. The landline by his bed rang seconds later.

Green Party leader and Minister for the Environment John Gormley’s mobile had run out of power, and the secretariat could not access him. In desperation, his garda driver was called, and despatched to the minister’s home in Dublin’s Ringsend. He was woken up and asked to ring the Taoiseach’s office.

Ministers were now given details of the ground-breaking financial pledge which shouldered hundreds of billions of banking liabilities on to taxpayers. In return, the financial institutions would pay a fee for the cover enabling them to stay in business.

The cost was gauged at €440 billion on the basis that the banks had liabilities of €440 billion and assets of €500 billion. An asset’s value is debatable, however: goods are only worth their resale price. The banks’ problematic assets tended to be collateral pledged against loans by property developers, which meant their assets were often in property. And property was crashing. That figure of €500 billion was destined to tumble before the ink was dry on the guarantee.

Nevertheless, ministers assented unanimously, including the telephone participants. Micheál Martin gave his agreement from a private room in Newark Airport – he was en route back to Ireland from the United Nations General Assembly when he took the call.

Finally, at 3.30 a.m., Cowen encouraged Lenihan to go home and put his head down for a couple of hours. It had been an action-packed night – and a busy day stretched ahead of him.

And as Rome burned, Anglo Irish Bank’s chairman Seán FitzPatrick slept soundly through it all.

The Airwaves, 5.00 a.m.– 8.30 a.m.

At 5 a.m., by prior arrangement, the Department of Finance briefed RTÉ’s business correspondent David Murphy, this book’s co-author. He had been alerted the previous night to expect ‘something major coming down the track’. The department issued a press release at 6.50 a.m., immediately ahead of news bulletins at 7 a.m.

An advance copy of the blueprint for survival had been sent at 4.30 a.m. to the European Central Bank, followed by a call from Ireland’s central banker John Hurley to its head Jean-Claude Trichet.

Lenihan now made telephone contact with the French finance minister and chair of EU finance ministers, Christine Lagarde. He also spoke with Luxembourg’s Prime Minister Jean-Claude Juncker, Europe’s veteran fixer and head of an informal grouping of eurozone finance ministers. Speaking mainly in French, in which he is fluent, Lenihan relayed Ireland’s decision. Europe’s response was tetchy. It wanted all the countries within the Commission to keep in step, and Ireland had struck out on its own. Lenihan argued he had to intervene to save the banks – crisis point had been reached.

Next, the Minister for Finance was interviewed on RTÉ’s radio news programme Morning Ireland. As Irish citizens boiled their kettles and brushed their teeth, preparing for work, they learned that their reputations had been harnessed to lend credibility to the banks – now regarded as cancers in the global marketplace.

The minister’s work was far from done. After going off air, Lenihan called Enda Kenny while the Fine Gael leader was walking around TV3 waiting to appear on its Ireland AM breakfast show for a prearranged interview. Cross-benches support was important. He also phoned Labour Party leader Eamon Gilmore. Conversations later took place with Fine Gael finance spokesman Richard Bruton and his Labour counterpart Joan Burton.

Bedlam erupted in Britain at the news: there were reverberations for its own banking system. All the Irish banks had a British presence, and Bank of Ireland also had a savings scheme with the British Post Office. To avail of the guarantee, depositors would simply have to take their money out of a British bank and place it in an Irish one.

Government Buildings, 8.00 a.m.–6.00 p.m.

The stock markets opened at 8 a.m., and it was immediately clear that the plan was working. As the markets gave the deal a cordial welcome, a halt was brought to the share-price decline of all the major financial institutions. Shares in Anglo Irish Bank rose by 40 per cent, AIB by 20 per cent, Bank of Ireland by 18 per cent and Irish Life & Permanent by 13 per cent. In a matter of minutes, they had regained the catastrophic losses of the previous day.

In the Sycamore Room, Fianna Fáil ministers gathered for their usual pre-Cabinet breakfast meeting. Many were flabbergasted by the night’s dramatic events. An exhausted Cowen made no effort to hide the gravity of the situation. One of those present reported the Taoiseach as saying, ‘We came very close to the brink.’

Britain’s Chancellor of the Exchequer, Alistair Darling, called Lenihan in the first of a series of phone conversations that day. It was not an amicable exchange. Demanding a reversal of the decision, Darling warned that money would flood out of British banks. Lenihan’s response was that he had to guard Ireland’s interests.

British Prime Minister Gordon Brown rang Brian Cowen later. While expressing concern, he did not ask for the guarantee to be overridden – although he did urge Cowen to throw a lifeline to UK bank subsidiaries operating in Ireland. Perhaps conscious of the lack of warning from Downing Street when it nationalised Northern Rock a year previously, Cowen replied that Ireland had to look to its own. Brown did not let the issue rest. He proceeded to complain twice about Ireland’s banking guarantee, in telephone calls to President of the European Commission José Manuel Barroso.

At 9.30 a.m., Lenihan held a press conference at the Department of Finance. His eyes were red-rimmed from lack of sleep yet he was in feisty form. The atmosphere in the room was tense, and he faced a barrage of questions about how the government had reached its decision and what it would mean for the taxpayer. He insisted that the failure of an Irish bank would be an ‘economic catastrophe’ and would ‘paralyse trade in this country’. The measures were aimed at providing stability in the banking sector, he stressed.

Uproar broke out when, after half an hour, he stood up and said he had to attend a Cabinet meeting. The interrogation was only getting into its stride. But the minister was needed at Cabinet to notify his colleagues about details of the guarantee.

There, Lenihan went through the draft legislation line by line. Tánaiste Mary Coughlan and Minister for Agriculture Brendan Smith, both representing border constituencies, peppered him with queries. They had already been contacted by mobile phone by infuriated Ulster Bank executives, as they were driven to the meeting in their ministerial Mercedes.

Lenihan indicated that Irish-regulated banks were first in line for protection, and he would wait and see about other banks operating in the jurisdiction. Quizzed about the emergency plan’s cost, he told colleagues the banks would be levied if one of them did collapse. These payments would be used to pay the defunct bank’s debts before the State had to settle a bill.

Bank share prices were now surging. Lenihan had two further conversations with the British Chancellor of the Exchequer that day. By their final encounter, Darling had withdrawn his demand to abandon the guarantee. He had accepted either that the Irish government had no choice or that he had no power to have the decision rescinded.

Later that day, the European Commission held a press conference in which Dutchwoman Neelie Kroes, European Commissioner for Competition, slated Ireland for not alerting the Commission until after the event. Ireland was seen as a solo operator and not a team player, in a union which prized collaboration.

Despite reservations about the strain it would put on the public purse, the electorate welcomed Lenihan’s reincarnation as the Rambo of the Oireachtas. It was a relief, finally, to have someone make a decision and push it through with a certain panache. Months of government inaction had bred uncertainty and trepidation. Lenihan was only four months into the job, and hopes were raised – perhaps unrealistically – that he might fill the leadership vacuum.

Meanwhile, around the world, investors, banking experts and policy-makers scratched their heads and tried to fathom what exactly Lenihan had announced. If banks were in trouble, why not give them a once-off injection of capital? Why had the Irish State backed itself into a situation where it was now liable for an unpredictable avalanche of bad debts from a property bust? Why were investors so worried about the banks when the Financial Regulator, as well as the bankers, had worn themselves hoarse insisting there was no cause for alarm?

And, significantly, why were there so many rumours about Anglo Irish Bank?

Leinster House, 6.00 p.m.–midnight

Deputies were summoned to the Dáil to discuss the legislation on the State guarantee. But the Bill proved to be unready, and the Dáil was suspended for three hours. At 9 p.m., it was suspended again to allow the government yet more time to prepare the legislation, which had encountered an eleventh-hour hitch.

At 9.45 p.m., TDs were given copies of the legislation still warm from the printers. ‘It’s like being asked to read the Lisbon Treaty in fifteen minutes,’ remarked Fine Gael’s enterprise spokesman Leo Varadkar. At 10 p.m., Brian Lenihan unveiled the formal details of the guarantee to deputies. For some, it smacked of another period of easy money for profligate bankers. It was argued that greed and recklessness were being rewarded – profit-hungry bankers had landed their financial institutions in a black hole and were adopting a Pontius Pilate approach to the consequences.

Taoiseach Brian Cowen denied he was just doling out money. He said the move allowed banks to access credit on the international markets and would facilitate economic life in the country. He maintained that the taxpayer was not exposed.

The Opposition was furious it had been left out of the loop, complaining that the legislation was the most momentous in the Dáil’s history yet there had been no consultation before the bailout decision was reached. However, Fine Gael’s finance spokesman Richard Bruton supported the legislation, saying it would help copper-fasten the financial system. But Labour spoke against it, to Lenihan’s annoyance. The party’s leader Eamon Gilmore pointed out that it would increase the cost Ireland paid for its borrowings.

‘This legislation is not about protecting the interests of the banks. It is about the safeguarding of the economy and everybody who lives and works here,’ Lenihan said, defending the guarantee passionately. The message was that everyone in the economy would benefit from the legislation, not just the banks.

The debate ended just before midnight – the government pushed it through. After passing through the Dáil, the legislation proceeded to the Seanad for a debate that lasted into the early hours of the morning, and it got the nod there, too.

The guarantee was a done deal. A blank cheque had just been handed to the banks.
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The Riverdance Generation


‘If you can count your money, you don’t have a billion dollars.’

Oil tycoon, John Paul Getty




One of the sacred truisms of the boom was that Ireland had thrown off the weight of its impoverished history. The 1980s were stitched into the tapestry of the bad old days and would never see the light of day again. Dynamic Celtic Tiger cubs had triumphed over a recurrent pattern that had bedevilled generations: too many people, too few jobs. The past was a foreign country and had nothing to teach. Or so it was thought.

But when the economy crashed in 2008 and 2009, unemployment surged again. At the beginning of 2009, around 1,000 people a day were losing their jobs. And the lessons of the 1980s became chillingly relevant.

The boom had lasted so long that many had either forgotten or had never experienced gloomier times. Astronomical economic growth had supplied luxury cars, house extensions, multiple foreign holidays – an unimaginable level of affluence. At first it was pinch-me-I’m-dreaming territory. But prosperity soon became the norm – and a dangerous assumption was made that life would always glow with promise. Sensible habits were jettisoned. No more economising, shopping around, saving up to buy: credit took care of everything. Greed, it seemed, had an Irish passport.

But history repeated itself – with a vengeance. And as Ireland’s economy slammed into reverse, it became brutally clear that some of the conditions allowing the economy to flourish had disappeared. Recreating the magic potion would take years.

Learning the lessons of the 1980s is crucial. Ireland hauled itself out of a swamp before, and we need to see which building blocks worked and why. What were the measures taken to pilot the country towards the boom?

The 1980s was Ireland’s lost decade. By the late 1980s, it was a land of dole queues, derelict sites and vacant business premises with hoardings over the windows. It was a land of instant coffee for breakfast, Tayto crisp sandwiches for lunch and Pot Noodles for dinner. It was a land of low expectations and high emigration – a bleak economic backwater.

For a thirteen-year period, economic growth had averaged a miserable 2 per cent. In 1987, the average income hovered at around two-thirds of the British equivalent. But the cost of living was not one-third cheaper: on the contrary, less money had to stretch further.

Here was a nation which seemed doomed to raise its young for the export market. The fit, the educated and the ambitious opted out. The brain drain was a particular loss, with graduates making a beeline for airports and ferries, leaving home to work in London, in Sydney and in the Holy Trinity of New York, Boston and Chicago. Once they shipped out, few returned. There was nothing for them to come back to.

External perceptions about the country were negative, with the Troubles dominating the headlines. Investors were underwhelmed – they gave Ireland a miss.

The nadir for Ireland was 1986. Everything that could go wrong had gone wrong and the State was in pandemonium. Unemployment soared to 17 per cent. One per cent of the population was emigrating every year. The Industrial Development Authority (IDA) tried to spread the message of its energetic pool of skilled workers with a poster of young graduates at key locations, including Dublin Airport. ‘We’re the young Europeans,’ cried the slogan. Within a year, all the graduates featured in the photograph had emigrated. There were no jobs for them in Ireland.

Previous administrations, wrestling with the conflicting demands of tackling unemployment while retaining enough popularity to stay in office, hired more public servants to reduce dole queues. This policy resulted in a spectacular level of borrowing: almost 130 per cent of Ireland’s entire national income.

Attempting to tame the turmoil, the Fianna Fáil government hiked tax rates on alcohol and tobacco as well as on television sets and other consumer items. Unsurprisingly, smuggling across the border from the North of Ireland was rampant.

Taxes were so crippling that workers demanded pay increases, despite enormous levels of unemployment – a condition that usually acts as a check on wages. The top rate of income tax was 65 per cent, and the tax on company profits was 50 per cent. This compares with a 41 per cent income-tax top rate and just 12.5 per cent for company profits less than two decades later, in the Tiger era.

So how did Ireland make the transition? The government embarked on a programme of national recovery. In an attempt to create order from the rats’ nest that defined the public finances, a freeze on public-sector recruitment was introduced. Its architect was the pragmatic Minister for Finance Ray MacSharry, who came to be known as Mack the Knife. Cost-cutting policies pushed through by him led inexorably to slashing both public spending and jobs.

His decisions were unpopular and caused pain, but, significantly, they had the backing of his party’s main rivals. Fine Gael committed itself to the Tallaght Strategy, a policy under which it pledged not to oppose economic reforms in the national interest that were proposed by the Fianna Fáil minority government. Social partnership was another plank in the national recovery; it delivered industrial peace so that potential employers did not need to worry about strike action disrupting productivity. Workers were promised income-tax cuts in return for wage restraint, which kept Irish salaries lower than in other economies chasing similar job projects.

Other initiatives included the International Financial Services Centre (IFSC) in Dublin’s Docklands. It was set up in 1987 and became outstandingly successful in the field of banking, insurance, stockbroking and fund management. People were dubious at the outset, however. It was primarily due to financier Dermot Desmond’s persistence – and the cooperation of then leader of the Opposition, Charlie Haughey – that this ambitious project to set up a world centre for financial services became airborne. A 1986 feasibility study concluded that a financial district was not viable. But Desmond refused to take no for an answer. He approached Haughey, and the politician later included the IFSC in his manifesto ahead of the 1987 general election.

Haughey was voted into office, and that same year the IFSC was given the green light. In time, half of the world’s top fifty banks would open operations there. In the decade to June 2007, it would contribute €6 billion to the economy, excluding the taxes of those it employed. In a rare interview, with Business and Finance magazine in 2004, Desmond said, ‘no other politician in Ireland would have built the IFSC but Charlie Haughey.’

Four years later, banker Seán FitzPatrick also paid tribute to the visionaries who established the IFSC. In a March 2008 UCD business alumni presentation, the banker said that the IFSC was a radical vision and ‘would never have happened unless certain individuals had dared to dream’. He did not name Haughey – he is not readily invoked in Ireland of the Hundred Thousand Tribunals – but FitzPatrick cited state agencies, bankers, stockbrokers, politicians and civil servants.

FitzPatrick said, ‘Back in 1987, Ireland was seen as a hopelessly delinquent economy. Our public finances were a joke, the IMF was hanging around waiting to move in and take over, unemployment was up at 20 per cent, inflation was still in double digits, the business failure rate was simply horrendous.

‘The very idea of seeking to plant an international financial services industry in such unpromising soil was seen by many as the stuff of madness at that time. Not only were we caught in the throes of recession from which the rest of Europe had long since recovered, we had one of the most penal and irrational tax systems. Oh, and our banking and financial services sector at that time wasn’t much to write home about either.’

Some things take to change better than others.

An educated labour force was among the stepping stones, aided by the far-sightedness of earlier policies such as free secondary schooling introduced in 1966. Irish education standards were high relative to those in other English-speaking countries.

Improvements in the technical-education area as a result of EU investment also played a key role in up-skilling the workforce. By the millennium, five times as many Irish people were in third-level education as forty years before.

The promotion of competition stimulated development. Ryanair, a low-cost airline modelled on Southwest Airlines in the US, gained access to the Dublin–London air route in 1985. This had been controlled by the duopoly of State airlines Aer Lingus and British Airways. The brash young competitor drove a coach and four through fares and expanded the market by 65 per cent in two years. Tourist numbers and revenue grew, and the benefits of competition were extended to other regulated sectors.

Other dynamics included EU membership, access to the Single Market and Ireland’s status as an English-speaking country in the eurozone. English was the lingua franca of the international business community.

Finally, Ireland was not some crackpot state, and it had institutions underpinning the rule of law and public administration. The financial system was also efficient – at least back then, before bankers threw out the rulebook on lending.

These measures helped lay the foundations for the Celtic Tiger and the golden age that roared in with it.

During the 1980s, the 64,000-dollar question was: where would all the jobs needed to achieve full employment come from? The government’s concerted wooing of foreign multinationals was the special ingredient in the mix. Ireland paid court to US multinationals with all the persistence of an impassioned suitor – achieving spectacular results from the late 1980s onwards.

The role of the IDA became pivotal when the conditions to attract these multinationals fell into alignment. It had been plugging away for decades, luring foreign companies to set up in Ireland. But in the springtime of the boom, it was suddenly in a position to present Ireland as an über-appealing place for multinationals to do business. And the Celtic Tiger burst on the scene with all the pizzazz of Riverdance. Lights, camera, action.

The IDA’s philosophy was simple. Hook a whale, and minnows will follow. Its instincts were spot on. A flood of international corporations, especially from the US, opened plants and offices in Ireland, and smaller companies operating in similar fields tagged behind. They saw giants such as Microsoft able to make money in that small island on the edge of Europe and fancied some of the same. Within a few years, a clutch of household names were conducting business from Ireland.

Imagine an average office worker. Sitting on his or her desk are three items: a can of Coca-Cola, a computer and a printer. The computer is built by Dell which, despite a round of devastating job losses, continues to employs hundreds in Limerick and Cherrywood, County Dublin. The computer runs on an Intel chip developed and manufactured in Leixlip, County Kildare. The software is from Microsoft, which has an operation in Sandyford, County Dublin, where software is developed, tested and adapted for different markets. The home page on the internet browser is Google’s, which has an operation in Dublin’s south inner city. The printer is made by Hewlett Packard, a major employer in Leixlip. Coca-Cola, the world’s largest drinks company, has a manufacturing and innovation facility under way in Wexford, with the first workers hired on site in 2009.

Barely a week went by without US executives, still bleary from their overnight flights, holding press conferences to announce more jobs. They were always upbeat, articulate and ultra-smooth. Business parks, office blocks and internet connectivity popped up wherever they stepped.

Commentators and politicians sometimes indulged in bunkum about the lure of the Celtic mists and a diaspora keen to invest in Ireland for nostalgic reasons – to give something back to the old country. The US executives did not contradict them. But, despite giving the impression they came bearing gifts, they were in business to make money. The bottom line was always their motivation: they were in Ireland because they had cut a sweet deal with the IDA.

Jobs were created. More jobs than anyone had ever conceived. The State moved towards 3.6 per cent unemployment, widely regarded as the lowest it could possibly go. As with the Aegean stables, it was as if a vast river had been diverted to run through Ireland – this one carrying jobs. As late as 2008, some 135,000 people were employed directly in 1,000 IDA-backed companies, with a legion more employed indirectly.

During the boom, the agency was led by Kieran McGowan, who received plaudits for working with successive governments to implement far-sighted policies. His successor was Sean Dorgan, a bright man with the aura of a parish priest. A speech he gave in 2006, entitled ‘How Ireland Became the Celtic Tiger,’ returns to haunt him, and others who made a similar analysis: ‘In just over a generation, Ireland has evolved from one of the poorest countries in Western Europe to one of the most successful. As a result of sustained efforts over many years, the past of declining population, poor living standards and economic stagnation has been left behind.’

Regardless of who held the steering wheel at the IDA, it was adept at spotting new trends which would yield jobs. As wages in Ireland rose, it was inevitable that old-style assembly jobs would divert to countries where the work could be carried out for less. So the IDA looked for high-skilled, high-paying jobs for the workforce. An agricultural economy had undergone a dramatic reinvention and was selling itself as a hub for industries with names such as nanotechnology, life sciences and biopharmaceuticals.

The outbreak of job announcements was unprecedented. It became so repetitive that the media and the general public lost interest. One RTÉ reporter, covering the announcement of 1,000 new technology jobs at the height of the boom, was dismayed to find it did not even warrant a headline on the evening television news bulletin.

At virtually every media conference, an identikit phrase was trotted out by the US executives in their button-down shirts. Asked why they chose Ireland, their response was invariably ‘the young educated workforce’. One-fifth of the population was under the age of fifteen. Ireland had its baby boom later than other developed countries, between 1965 and 1980. This bulge in the population fed into the labour market from the late 1980s onwards. Young workers were available just as the economy was taking off, and many had been through third-level education. From 1990 to 2005, employment soared from 1.1 million to 1.9 million – solving the persistent problem of emigration.

But there was more to the boom than a ready labour supply. Ireland had a 10 per cent tax on profits for manufacturing companies, as well as companies operating from the IFSC. Eurocrats in Brussels applied pressure to change this regime, insisting it was unfair. In 1993, Ireland responded with a rate of 12.5 per cent tax on company profits across the board. (Ireland has a history of using its tax system innovatively to develop international businesses. The first duty-free zone in the world was set up in Shannon in 1947.)

Behind the scenes, the art of accountancy was kept busy-busy-busy. The bait of low tax rates was not the only enticement for multinationals. Also on offer were grant assistance from the energetic IDA plus the freedom to repatriate profits. A disproportionate share of firms relocating to Ireland were drawn by legitimate mechanisms to reduce taxes.

Meanwhile, a rising tide lifted a flotilla of boats, and US multinationals were not the only job creators. Law firms, accountancy practices, estate agencies, architects, insurance companies and stockbrokers hired staff. Hotels, catering companies, restaurants and pubs boosted their payrolls. Newspapers were splitting at the seams with situations vacant.

For the first time in Ireland’s history, emigrants could return home to a job, and immigration figures would soon outstrip those for emigration. In 2000, Mary Harney, then Minister for Enterprise, Trade and Employment, memorably described Ireland as closer to Boston than Berlin. ‘As Irish people, our relationships with the United States and the EU are complex. Geographically we are closer to Berlin than Boston. Spiritually we are probably a lot closer to Boston than Berlin.’ Few disagreed with her.

The return of the Wild Geese, a phenomenon for which politicians were not slow to claim credit, contributed to the feel-good factor sweeping the State. In 1999 – coincidentally the year in which return migration peaked – Harney gave an interview to the Australian network ABC Radio National. In it she spoke of the importance, both symbolic and economic, of the homeward flight of the émigrés.

‘Emigration was a big political issue,’ she said. ‘During the seventies and eighties, we constantly had scenes on our television of Christmas and Easter and after the summer period, of children leaving home – going away to America, to Britain, to many parts of Europe and other parts of the world, to Australia.

‘The families were broken up. Parents had invested heavily in the education of the children. They could no longer sustain schools, post offices, football teams, because the young people had just gone. So now, people are coming back, a thousand people a week are coming to live in Ireland.’

Her comments about the leakage of Ireland’s youth, and the empty gaps they left in society, referred to pre-boom days. Ironically, however, they held up a mirror to the post-boom period, because the spectre of emigration returned with stupefying speed.

In the ABC Radio interview, Harney explained how Ireland was attracting emigrants home. ‘We have what’s called the Millennium Fund, where we’re trying to encourage Irish people who are fairly advanced in technology, in particular, to come back and consider establishing a company in Ireland,’ she said. ‘But I think the reputation of the country now is the big attraction – as the Celtic Tiger. We are the second biggest exporter of software in the world after the United States. They know about the opportunities – they are coming back in search of them – and we want to encourage more of them back. It’s a good time to come back here.’

What a difference a decade makes. Some of those returned emigrants have had to pack their bags again, in light of the crash. As economist David McWilliams put it, ‘My generation don’t want to be the first generation who have had to emigrate twice in their working lifetime.’

But it happened to some of them.

What was the banks’ position during the bonanza? In the early days of regeneration, conservative banking held sway. Nothing was left to chance. Banking was similar to the civil service, a safe job for life. Never mind the tedium, think of the pension. There was no hint of the buccaneering bankers who would emerge.

The number-one priority was ensuring that loans were repaid, and chances were never taken with a bank’s funds. Bankers backing a business customer’s application for a loan were grilled by the credit committee, made up of senior executives. ‘At Bank of Ireland, going to a credit committee was like swotting for your Leaving Cert,’ said Adam McNulty, former equity fund manager in Bank of Ireland’s Asset Management Team, who also worked in a variety of roles at the bank. ‘I dealt with investments on the agricultural side, people like Greencore and Diageo, big meat plants. It would take a lot of work to get a loan of €10 million to €50 million from the credit committee. It meant a full presentation.’

While the banks were lending judiciously, they were not necessarily paragons of virtue. They actively helped people evade tax by issuing bogus non-resident accounts so that clients would not pay tax on the interest on their savings. Customer service frequently covered a variety of mechanisms to keep money away from the eyes of the taxman – for example, in the Isle of Man.

Officially, though, prudence and caution were the watchwords. Some branch managers even took a parish-priest approach to customers. In 1999, a young woman known to one of the authors was scolded for cashing in a mortgage with her ex-boyfriend and applying for another with her new partner. The money was lent by EBS – but with a moralising lecture attached.

Prudence and caution served bankers well throughout their history, but they were no match for the property epidemic. In 1994, economic growth had jumped from 2 to 6 per cent and by 1995 it had reached almost 10 per cent. From that point on, the economic marvel gathered a head of steam.

Along with job creation came increased demand for living accommodation, and the property market spread its wings. Prices ratcheted upwards, partly because available stock was in short supply. In March 1996, when prices began their dramatic rise, the average three-bed home cost €75,000. Within four years, the average price had doubled to €150,000. Just two years later, in 2002, it had climbed to €182,000. At this point, the Central Bank began to chafe. Later that year, it wrote to banks and building societies expressing concern about the increase in mortgage lending. It said credit conditions could be one of the factors influencing what it described as the ‘rapid acceleration in residential property prices’. The Central Bank pointed out that prices were already high by international standards – even before the latest acceleration.

It was also becoming alarmed about fatter pay packets across the board. During the boom of the nineties and noughties, there were more jobs than people to fill them, which resulted in a skills shortage and spiralling wages. Big corporations favoured Ireland because pay was comparatively low. But this state of affairs was changing. Multinationals were notoriously fickle. If wages and costs grew too steep, they would have no hesitation in folding their tents and moving elsewhere.

But the party was in full swing now; nobody wanted to listen to pessimists with their brimming basins of cold water. The government ignored the Central Bank. And its citizens took their prompt from Dáil Éireann.

The Central Bank was unable to take any action to influence consumer behaviour. The normal handbrake by which countries dampen growth – control over interest rates – had been passed to Frankfurt and the European Central Bank. Europe was not about to reduce interest rates for the benefit of Ireland and its 4 million inhabitants. It had bigger fish to fry: the need to stimulate the German economy of 80 million people. Ireland pumped up the volume unchecked, while the Central Bank wrung its hands helplessly from its ivory tower in Dame Street.

‘There has been a lot of revisionism going on at the Central Bank since the crash,’ observed a retired senior banker. ‘The main analysis from the Central Bank was always for a soft landing. Only its worst-case scenario was for a dramatic fall in house prices.

‘But at the time of the boom, we had an extra million people wanting housing. The planning system did not deliver serviced land in the right place at a reasonable price for new homes. That is why you suddenly had so many people living in County Carlow and County Kildare.

‘I am astounded that between 2004 and 2007, commercial lending in the banks grew so much. You have to ask yourself some serious questions about why this was. But part of the problem comes from the recommendations on banking laws from the Basel Committee on Banking Supervision, Basel II. It basically said “do more lending with less capital”.’

While the Central Bank bit its lip and wrote letters, its sister organisation, the Financial Regulator, asked the banks to stress-test mortgage applicants to see if they could cope with a 2 per cent increase in interest rates. Unfortunately, that test was deplorably weak because interest rates rose by 2.25 per cent from January 2006 to July 2008. Higher rates piled on pressure for thousands of young couples who bought at the top of the property boom. The regulator did attempt to introduce measures to cool the runaway lending to developers, but they were watered down after lobbying by bankers.

Bankers, builders and property developers were on an out-of-control binge, aided and abetted by incompetent regulation and a complicit political establishment. But it looked as if they were having a ball – and virtually everyone in the country wanted to gatecrash that party. It was made deceptively easy. ‘Come On In, The Water’s Lovely’ was the new national anthem.
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